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1. C - ENTIRE TEXT. 


IN A MEETING WITH ECONOFF, THE MINISTRY OF 
INTAINED THAT THE 
ATTEMPTED COUP HAS SHUT OFF VENEZUELAN ACCESS TO EXTERNAL 
CAPITAL MARKETS AND, CONSEQUENTLY, COULD CAUSE A VERY 
DIFFICULT CASH MANAGEMENT PROBLEM FOR THE GOV BEFORE 
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2. SUMMARY. 
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YEAR-END. GOV OFFICIALS, HOWEVER, ARE HOPEFUL THE WORLD 
BANK AND INTER-AMERICAN DEVELOPMENT BANK WILL DISBURSE 
ABOUT USD 300 MILLION UNDER EXISTING LOANS TO EASE THE 
SHORTFALL. CURRENTLY, TREASURY BILL SALES ARE NOT A 
VIABLE SHORT-TERM FINANCING OPTION BECAUSE EXISTING 
LEGISLATION RESTRICTS THE TERM TO TWO YEARS (AND NO LESS), 
AND THE MARKET WILL NOT ACCEPT TWO-YEAR PAPER. (NEW 
LEGISLATION WHICH ENTERS INTO FORCE IN 1993 WILL INCREASE 
GOV FLEXIBILITY ON THE TERMS.) THE OFFICIAL ESTIMATES THE 
1992 CONSOLIDATED FISCAL DEFICIT AT THE EQUIVALENT OF 
ABOUT FIVE PERCENT OF GDP. HE ARGUED THAT THE ATTEMPTED 
COUP HAS IMPROVED THE PROSPECTS FOR CONGRESSIONAL PASSAGE 
OF NEW TAXES. END SUMMARY. 


3. EARLIER IN DECEMBER, ECONOFF MET WITH 


IN ORDER TO DISCUSS THE IMPACT OF THE NOVEMBER27 
ATTEMPTED COUP ON THE VENEZUELAN ECONOMY. 
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THE ATTEMPTED COUP 


4.(._————S=*dSTHE: CONVERSATION WITH SOME POSITIVE 
COMMENTS ABOUT THE ATTEMPTED COUP'S IMPLICATIONS FOR 
VENEZUELA. THE FAILURE OF THE NOVEMBER27 COUP ATTEMPT 
"TOOK THE WIND OUT OF THE SAILS" OF THOSE WHO OPPOSED 
PRESIDENT PEREZ AND WANTED TO REMOVE HIM FROM OFFICE 
BEFORE COMPLETION OF HIS TERM. HE MAINTAINED THAT ITS 
FAILURE WOULD STOP THE "INFLUENTIAL BUSINESS INTERESTS" 
ENGAGED IN COUP PLOTTING FROM SEEKING TO UNDERMINE CAP'S 
ADMINISTRATION. HE POINTED OUT THAT THE GENERAL PUBLIC 
DID NOT SUPPORT THE ATTEMPTED COUP AND THAT IT PROBABLY 
ENSURED THAT PRESIDENT PEREZ WOULD COMPLETE HIS TERM. 


5. THE OFFICIAL WAS DISAPPOINTED WITH THE INTERNATIONAL 
PRESS COVERAGE OF THE ATTEMPTED COUP AND THE ECONOMIC 
SITUATION. THE PRESS DID NOT FULLY 
APPRECIATE AND, THEREFORE, DID NOT REPORT THE MIDDLE 
CLASS' COMPLETE REJECTION_OF THE EXTRA-CONSTITUTIONAL 
OUSTER OF CAP. MOREOVE WHEN IT FOCUSES 
ON THE CORRUPTION ISSUE, THE PRESS GIVES THE IMPRESSION 
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THAT CORRUPTION IS PERVASIVE IN VENEZUELA. HE STRESSED 
THAT ALL EXAMPLES RAISED BY THE PRESS TOOK PLACE IN THE 
PAST, AND THE PRESS DOES NOT RECOGNIZE THE CHANGES WHICH 
HAVE TAKEN PLACE UNDER THE ECONOMIC REFORM PROGRAM TO 
ESTABLISH A TRANSPARENT, MARKET-ORIENTED SYSTEM WHICH 
LIMITS THE DISCRETIONARY ROLE OF GOV AUTHORITIES. 


PROBLEMS REMAIN; HOWEVER[________]CONVINCED THAT, BY Bl 
AND LARGE, THE CURRENT ECONOMIC TEAM IS HONEST. TIME HAVE 
CONFIDENTIAL 
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CHANGED, HE ARGUED, AND THE PRESS IS NOT REFLECTING THESE 


CHANGES IN ITS REPORTING. BI 





6. ON THE ECONOMIC SIDE, THE OFFICIAL SAID, THE COUP 
ATTEMPT'S BENEFICIAL CONTRIBUTION WAS TO MAKE THE CONGRESS 

MORE CONSCIENTIOUS. IN THIS REGARD, HE POINTED TO 

CONGRESSIONAL PASSAGE OF THE 1993 BUDGET BILL AND THE 

CENTRAL BANK REFORM BILL ON NOVEMBER30, THE LAST DAY OF 

THE SESSION. MOREOVER MINISTRY OF FINANCE Bl 
OFFICIALS BELIEVE THE COUP ATTEMPT HAS IMPROVED THE 

PROSPECTS FOR CONGRESSIONAL PASSAGE OF THE TAX BILLS (A 

PROPOSED VALUE-ADDED TAX AND AN ASSETS TAX) DURING THE 

CONGRESS' EXTRAORDINARY SESSION IN JANUARY. 
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GOV DEFICIT FINANCING 

7. IN TERMS OF THE OVERALL MACROECONOMIC PICTURE,[____] Bl 


SAID, THE ATTEMPTED COUP'S MAIN IMPACT WAS TO CLOSE 
VENEZUELA'S ACCESS TO INTERNATIONAL CAPITAL MARKETS. 

CONSEQUENTLY, THE REPUBLIC HAS POSTPONED ITS PLANNED 

EXTERNAL BORROWINGS. THE PLANNED PRIVATE PLACEMENT IN THE 

JAPANESE MARKET (OF ABOUT USD 150 MILLION) HAS BEEN 

POSTPONED INDEFINITELY. THE ANNOUNCED PLACEMENT OF USD 

150 MILLION OF REPUBLIC DEBT IN THE COLOMBIAN MARKET WILL 

GO FORWARD[_SC*«dIBUT’: «IN LATE JANUARY AT THE Bl 
EARLIEST AND NOT DECEMBER AS PLANNED. ANY OTHER 

PLACEMENTS MUST WAIT UNTIL MID-YEAR 1993 AT THE EARLIEST. Bi 
AT THAT POINT, THE REPUBLIC MIGHT BORROW 

IN THE GERMAN MARKET, WHERE HE SENSES THERE IS STILL AN 
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APPE PUBLIC DEBT PAPER. THE ATTEMPTED COUP, 

HAS RAISED CONCERNS OF POLITICAL RISK SO Bl 
THAT SPREADS COULD EASILY REACH 500-600 BASIS POINTS FOR 
VENEZUELA. 


8. cu OM THE INTERNATIONAL CAPITAL Bl 
MARKET MEANS THE GOV FACES A VERY 

DIFFICULT CASH MANAGEMENT PROBLEM. BEFORE THE ATTEMPTED 

COUP, HE SAID, THE GOV EXPECTED TO CONCLUDE FOREIGN 

BORROWINGS OF ABOUT USD 300 MILLION BEFORE YEAR-END SO 

THAT THOSE FUNDS WOULD HAVE BEEN AVAILABLE TO SEE THE GOV 


THROUGH _AN EXPECTED DECEMBER CASH CRUNCH. WITHOUT THOSE 
ee IS VERY IMPORTANT THAT THE GOV Bl 
RECEIVE DISBURSEMENTS UNDER ITS WORLD BANK AND 
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INTER-AMERICAN DEVELOPMENT BANK (IDB) FINANCIAL SECTOR 
REFORM AND PUBLIC ENTERPRISE REFORM LOANS. THESE 

DISBURSEMENTS COULD TOTAL ABOUT USD 300 MILLIon[__—ssC_—id; Bi 
SAID, AND WOULD BE MADE AGAINST LOCAL FUNDS ALREADY 

EXPENDED BY THE GOV FOR THESE PROJECTS. HE DID NOT 

BELIEVE DISBURSEMENTS WOULD BE HELD UP BECAUSE OF A GOV 

FAILURE TO COMPLY WITH LOAN REQUIREMENTS, BUT HE COULD NOT 

RULE OUT A LAST MINUTE TECHNICAL PROBLEM. 


TREASURY BILLS 


9. THE GOV CANNOT RELY ON SALES OF TREASURY BILLS TO EASE 
ITS CASH CRUNCH (AS REPORTED IN REFS, THE Bl 
GOV HAS EXPERIENCED GREAT DIFFICULTY IN PLACING ITS BS 90 

BILLION TREASURY BILL ISSUE.) THIS SUMMER'S BS 40 BILLION 

TREASURY NOTE ISSUE WENT VERY WELL BECAUSE THE TENOR (A 

MAXIMUM OF ABOUT 90 DAYS) WAS ACCEPTABLE, THE OFFICIAL 

EXPLAINED. THE BS 90 BILLION ISSUE IS QUITE DIFFERENT. 

THE TENOR OF THESE BILLS IS FIXED AT TWO YEARS ANDL___.______]___ Bl 
ADMITTED, THERE IS NO APPETITE CURRENTLY FOR TWO-YEAR 

REPUBLIC PAPER. THE NEW PUBLIC 2S 
CREDIT LAW (CARA CONGRESS, WHICH 

ALLOWS THE TREASURY TO ISSUE DEBT FOR PERIODS SHORTER THAN 

TWO YEARS, DOES NOT ENTER INTO FORCE UNTIL JANUARY1, 

1993. UNTIL THEN, THE BS 90 BILLION ISSUE FALLS UNDER AN 

EARLIER CONGRESSIONAL AUTHORIZATION WHICH STIPULATES THAT 

THE TENOR CAN BE NO LESS THAN TWO YEARS. AFTER THE NEW 

LAW ENTERS INTO FORCE THE GOV WILL SELL BI 
TREASURY BILLS OF VARYING MATURITIES FROM 30 DAYS UP TO 
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TWO YEARS. THE GOV HAS TRIED TO IMPROVE THE TREASURY'S 
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REPUTATION AS A RELIABLE BORROWER; ALL PAYMENTS OF THE BS 
40 BILLION ISSUE WERE MADE ON TIME. 


ECONOMIC PERFORMANCE 


10. THE 1992 FISCAL DEFICIT ON A BI 
CONSOLIDATED PUBLIC SECTOR BASIS AT THE EQUIVALENT OF 

ABOUT FIVE PERCENT OF GDP AND POSSIBLY A LITTLE LESS. HE 

WAS RELUCTANT TO PROVIDE AN ESTIMATE FOR 1993 AND 

MAINTAINED IT WOULD BE DIFFICULT TO ESTIMATE BECAUSE OF 

THE UNCERTAINTY SURROUNDING CONGRESSIONAL PASSAGE OF THE 

PROPOSED NEW TAXES AND THE PACE OF PRIVATIZATIONS IN 1993. 


11. THE OFFICIAL THOUGHT ECONOMIC PERFORMANCE WOULD 
REMAIN STRONG. HE DID BELIEVE THE ECONOMIC GROWTH RATE 
WOULD DECLINE IN 1993 AND THE DROP COULD BE SIGNIFICANT IF 
THE TAX BILLS WERE NOT PASSED BECAUSE THAT WOULD MAKE THE 
CLIMATE LESS ATTRACTIVE FOR INVESTORS. 


12. CRITICIZED THE GOV FOR ITS DECISION TO Bl 
SUPPORT THE BOLIVAR WHEN MARKETS REOPENED ON NOVEMBER30. 
IN INTER-AGENCY MEETINGS OF SENIOR ECONOMIC OFFICIALS, 

ARGUED UNSUCCESSFULLY NOT TO TRY AND Bi 
HOLD THE BOLIVAR AGAINST THE U.S. DOLLAR. IN HIS VIEW, 
THE MARKET SHOULD HAVE OPENED AT SOME LOWER VALUE OF THE 
BOLIVAR (PERHAPS BS 82 TO THE U.S. DOLLAR). THE CENTRAL 
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BANK SHOULD NOT HAVE "BURNT RESERVES" TO HOLD THE VALUE OF 
THE BOLIVAR AGAINST MARKET FORCES. 





Bl 


GOV ROADSHOW AND PUBLIC RELATIONS 


13. IT WAS UNLIKELY THAT GOV OFFICIALS Bl 
WOULD VISIT THE UNITED STATES AND EUROPE TO REASSURE THE 
MARKETS ANY TIME SOON. THE EARLIEST WOULD BE JANUARY. 
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THE GOV HAS NOT YET REVISED ITS NUMBERS ON THE ATTEMPTED 
COUP'S IMPLICATIONS FOR THE ECONOMY. 


Bl 


HE 
ADMITTED THAT THE MINISTRY HAS IGNORED ITS PUBLIC 
RELATIONS ROLE, AND HE ATTRIBUTED THIS TO THE VERY THIN 
GROUP OF TECHNOCRATS. A GREAT DEAL 
MUST BE DONE TO SELL VENEZUELA AND TO PROVIDE INFORMATION 
ABOUT THE CHANGES THAT HAVE TAKEN PLACE UNDER THE ECONOMIC 
REFORM PROGRAM. HIS PRESENT POSITION WILL BE GIVEN TO 
ANOTHER TECHNOCRAT. 


Bl 


15. [SC_C&co WHAT WE HAVE HEARD FROM OTHER Bl 
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GOV OFFICIALS AND ECONOMIC ANALYSTS. ECONOMIC PERFORMANCE 
REMAINS BUOYANT, BUT THE FISCAL SITUATION POSES A 
SIGNIFICANT THREAT TO THE ECONOMY UNLESS THE CONGRESS 
APPROVES THE PROPOSED NEW TAXES. SKOL 
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